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Impact  of  War  on  Mexico’s  Economy 


BY  ERNEST  S.  HEDIGER 


WORLD  WAR  II  has  brought  many  changes,  for 
better  or  worse,  in  the  economic  life  of  our  neigh¬ 
bor  to  the  south.  Before  the  outbreak  of  the  conflict, 
Mexico  traded  with  the  entire  world,  exchanging 
mineral  and  agricultural  products  for  the  manu¬ 
factured  goods  it  did  not  itself  produce.  More  than 
half  its  imports  came  from  the  United  States,  the 
nearest  industrial  country,  but  a  substantial  part — 
about  one-fourth  in  1938,  for  instance — was  im¬ 
ported  from  Europe. 

The  war  has  cut  Mexico  off  from  its  European 
and  Asiatic  markets  and  sources  of  supply,  and 
made  its  economy  utterly  dependent  on  the  indus¬ 
trial  goods  it  can  obtain  from  the  United  States. 
But  American  industries,  converted  to  wartime 
prcxluction  to  an  ever-increasing  extent,  cannot 
furnish  the  machinery  and  other  equipment  Mex¬ 
ico  needs.  Nor  can  Mexico,  for  lack  of  the  necessary 
industrial  equipment,  turn  to  production  of  war 
goods  for  its  Allies.  Under  such  circumstances,  it 
was  inevitable  that  there  would  be  serious  eco¬ 
nomic  maladjustments,  which  must  be  expected 
to  continue  as  long  as  wartime  conditions  prevail. 

The  immediate,  and  obvious,  remedy  is  for  Mex¬ 
ico  to  expand  its  industrialization  as  fast  as  the 
limited  amount  of  machinery  available  or  obtain¬ 
able  in  wartime  permits.  It  is,  in  fact,  feverishly 
trying  to  expand  its  industrial  output  in  all  direc¬ 
tions.  New  factories,  large  and  small,  are  springing 
up  like  mushrooms  throughout  the  country  in  an 
attempt  to  produce  goods  previously  imported. 

This  somewhat  hectic  development  of  manufac¬ 
turing  in  a  land  still  predominantly  agricultural, 
coupled  with  increased  mining  activity  to  meet  the 
wartime  needs  of  the  United  Nations,  is  creating  a 
temporary  economic  boom.  This  boom,  however, 
touches  only  a  lucky  few:  industrialists,  business 
men,  landowners  and  e/;V/o-members  in  regions 
with  adequate  transportation  facilities.  The  great 
bulk  of  Mexico’s  population — peasants  working  for 
their  own  consumption  and  wage-earners — have  no 
part  in  it.  As  prices  outstrip  wages,  industrial  and 
white-collar  workers  must  reduce  their  living 


standards.  In  spite  of  various  government  efforts, 
prices  keep  rising,  and  the  upward  spiral  is  ac¬ 
celerated  by  an  unprecedented  influx  of  capital, 
either  repatriated  by  Mexican  individuals  and  cor¬ 
porations,  or  representing  Mexican  exports  no 
longer  balanced  by  imports.  This  situation  raises 
a  number  of  important  points  which  now  arc  re¬ 
ceiving  the  attention  of  responsible  olhcials  in  both 
Mexico  City  and  Washington,  as  evidenced  by  the 
establishment — through  joint  decision  of  Presidents 
Roosevelt  and  Avila  (kimacho  at  their  Monterrey 
meeting  of  April  1945 — of  a  Mexican-United  States 
Economic  Board  to  determine  the  extent  to  which 
Mexico’s  industry  and  finance  are  affected  by  the 
war.*  It  seems  appropriate,  therefore,  to  examine 
here  the  changes  brought  about  by  the  war  in  the 
various  branches  of  Mexico’s  economy. 

PREDOMINANCE  OF  AGRICULTURE 

In  spite  of  the  rapidity  of  its  recent  industrial 
development,  Mexico  remains  primarily  an  agri¬ 
cultural  country,  and  some  65  per  cent  of  its  20 
million  people  still  live  from  the  soil.**  Mexico  has 
about  275  million  acres  of  land  suitable  for  agri¬ 
culture,  not  including  25  million  acres  of  forests. 
This  land  is,  for  the  most  part,  still  cultivated  by 
primitive  methods.  Topography,  insufficient  rain, 
transport  difficulties,  lack  of  technical  knowledge, 
and  shortage  of  capital  have  all  had  a  share  in  re¬ 
tarding  full  development  of  Mexican  agriculture. 
For  centuries,  agrarian  production  remained  sta¬ 
tionary.  The  gross  yield  of  corn — chief  item  in  the 
Mexican  larder — was  about  the  same  for  the  decade 
19^0-40  as  for  1900-10,  while  the  population  in  the 

I.  The  discussions  of  this  Board  started  in  Mexico  on  June  7, 
194^,  under  the  chairmanship  of  Wayne  C.  Taylor,  United  States 
Undcr-Secrctary  of  Commerce. 

I  a.  In  value,  however,  industrial  production  comes  first.  Accord¬ 
ing  to  the  latest  economic  survey,  manufacturing  output  totaled 
$yos,ooo,ooo  in  1940;  agricultural  output,  $131,000,000;  metal 
production,  $131,000,000;  petroleum  protlucts,  $85,000,000; 
mineral  ores,  $60,000,000:  and  electric  iwwer,  $37,000,000. 
Sec  Segretan'a  dc  la  F.conomta  National,  Dircccidn  General  de 
Fstadistica,  “Compendio  F.starli'stico”  (Mexico  D.F.,  1941),  p.  80. 
Throughout  this  Riport,  figures  given  in  pesos  in  Mexican 
sources  have  been  roughly  transformed  into  dollars  by  dividing 
by  five.  The  real  exihange  rate  is  4.85  pesos  per  dollar. 
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interval  increased  nearly  50  per  cent.  This  insuffi¬ 
cient  output  was  easily  supplemented  in  bad  years 
by  imported  American  or  Argentine  corn  and 
wheat.  At  present,  however,  war  conditions  make 
such  imports  difficult,  if  not  impossible,  compelling 
the  country  to  develop  large-scale  food  production 
more  than  ever  before. 

On  May  29,  1942  the  Mexican  Department  of 
!  Agriculture  adopted  a  Plan  for  Agricultural  Mobil¬ 
ization,  which  fixed  definite  objectives  for  the  culti¬ 
vation  of  corn,  wheat,  cotton,  sugar,  beans,  rice  and 
cocoa.  It  provides  for  the  maintenance  of  a  2,250,000- 
ton  corn  crop  through  increased  output  per  acre 
on  a  reduced  surface;  an  augmented  wheat  produc- 

Ition  up  to  500,000  tons — the  quantity  needed  to  sat¬ 
isfy  domestic  needs;  a  cotton  output  of  370,000  to 
390,000  bales;  and  for  increases  of  10  to  20  per  cent 
in  the  production  of  sugar,  rice,  peas  and  beans, 
including  cocoa  beans,  of  which  Mexico  was  still 
importing  $400,000  worth  in  1941.  Although  the  re¬ 
sults  so  far  achieved  seem  promising — prcxluction 
of  corn,  sugar  cane,  bean,  pea  and  rice  crops  in 
1941-42  show  an  increase  over  1940-41  figures^ — it 
must  be  remembered  that  any  large-scale  develop¬ 
ment  of  Mexican  agricultural  procluction  is  impos¬ 
sible  so  long  as  irrigation  is  inadequate,  transporta¬ 
tion  is  insufficient,  and  tractors  and  other  agricul¬ 
tural  machinery  are  not  available. 

The  United  States,  as  might  be  expected,  is  Mex¬ 
ico’s  principal  export  market  for  agricultural  prod¬ 
ucts.  Over  95  per  cent  of  all  Mexican  shipments  of 
bananas,  cattle,  vanilla  beans,  candelilla  wax,  goat 
and  kid  skins,  lime  and  lime  oil,  tomatoes  and  other 
fresh  vegetables,  as  well  as  most  of  the  chicle, 
coffee,  guayule  rubber,  and  henequen  fiber,  find 
their  way  to  this  country.  It  is  often  cheaper  to 
send  the  crop  of  northern  Mexico — the  area  most 
advanced  agriculturally — to  the  United  States  than 
'  to  central  and  southern  Mexico. 

Of  Mexico’s  agricultural  products,  two  play  an 
1  especially  important  part  in  the  present  war — rub¬ 
ber  and  henequen.  Next  to  llrazil,  Mexico  is  the 
main  producer  of  rubber  in  the  Western  Hem- 
■  isphere,  with  an  output  of  about  5,200  tons  in 
i  1941.^  The  United  States,  under  a  recent  agreement, 
!  undertook  to  purchase  all  of  Mexico’s  exportable 
rubber  until  the  end  of  1946  and,  through  the 

I  United  States  Rubber  Reserve  Company,  has  made 
substantial  funds  available  to  Mexico  for  further  de¬ 
velopment  of  rubber  production.  Henequen,  also 
called  sisnl,  a  hard  fiber  used  for  binder  twine,  is 

2.  For  details,  sec  El  Universal  (Mexico  City),  April  13,  1943; 
Foreign  Commerce  Weekly  (Washington,  O.C.),  March  6,  1943, 
p.  20;  Kew  York  Times,  January  s.  >943- 

3.  Foreign  Commerce  Weekly,  November  21,  1942,  p.  8.  This, 
I  however,  is  triflinjj  compared  with  the  annual  needs  of  some 
I  7on,<joo  tons  for  Allied  war  prcnluction. 
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extensively  cultivated  in  Yucatan — 1938  exports 
reached  nearly  118,000,000  pounds  —  and  urgently 
sought  as  a  wartime  substitute  for  Philippine  abaca, 
or  Manila  hemp.  Another,  although  minor,  war¬ 
time  development  is  the  increased  export  to  this 
country  of  fresh  vegetables  from  the  northern 
Mexican  states  following  evacuation  of  Japanese 
farm  hands  from  California. 

EXPANSION  OF  MINING 

Next  to  agriculture,  mining  has  for  centuries  been 
the  most  important  activity  of  Mexico.Only  in  recent 
times  has  it  yielded  second  place  to  manufactured 
goods.  Mexico  has  about  5,000  mining  establish¬ 
ments,  most  of  which  prcxluce  nonferrous  metals 
such  as  silver,  gold,  lead,  zinc,  antimony,  and  mer¬ 
cury.  Practically  the  entire  industry  is  controlled  by 
foreign  capital,  largely  American.  In  the  past  dozen 
years,  due  both  to  economic  depression  and  the  re¬ 
luctance  of  foreign  mining  companies  to  invest 
new  capital  in  their  Mexican  enterprises,  occasioned 
by  dislike  of  President  Cardenas’  policy  of  national¬ 
ization  and  supervision  of  foreign  investments,  pro¬ 
duction  fell  considerably  below  the  record  levels 
reached  in  1928  and  1929.  In  1941,  for  instance,  pro¬ 
duction  of  copper  amounted  to  only  48,500  metric 
tons,  as  against  86,600  in  1929;  that  of  zinc  to 
155,000  against  174,000  metric  tons;  and  that  of 
lead  to  155,200  against  248,500  metric  tons. 

Since  1941,  however,  the  increased  war  needs  of 
the  United  Nations,  closer  political  relations  be¬ 
tween  the  United  States  and  Mexico,  and  large 
United  States  government  subsidies  have  led  min¬ 
ing  companies  in  Mexico  to  increase  production. 
Old  mines  have  been  reopened,  and  steps  have 
been  taken  to  develop  promising  mineral  deposits 
by  setting  up  new  installations."*  Outstanding 
among  recent  American  investments  is  that  of 
$12,000,000  in  the  state  of  Sonora,  destined  to  make 
additional  copjier  available  for  near-by  smelters 
at  Douglas,  Arizona. 

GROWTH  OF  LIGHT  AND  HEAVY  INDUSTRY 

In  spite  of  remarkable  progress  during  the  last 
decades,  Mexico’s  intlustrial  development  is  still  in 
its  early  stages,  llic  last  census,  taken  in  1940,  in¬ 
dicates  only  12,711  industrial  establishments  in  the 
country,  with  invested  capital  of  some  $520,000,000 
and  an  employment  roll  of  332,000.  Mexico  has  little 
heavy  industry  and,  until  recent  montlis,  had  only 
one  important  iron  and  steel  plant.  Light  industries, 
however,  are  relatively  well  represented,  with  tex- 

4.  To  stimul.itc  this  development,  the  Mexican  government 
recently  passed  legislation  freeing  new  mines,  whether  nation¬ 
ally  or  foreign  owned,  from  taxation  for  a  pericnl  of  five  years, 
and  permitting  free  imjiortation  of  certain  items  of  machinery. 
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tile  mills  occupying  the  first  place.  In  1940  Mexico 
had  about  1,080  textile  plants,  most  of  them  cotton 
mills,  with  a  total  investment  of  approximately 
$30,000,000.  Among  other  important  Mexican  in¬ 
dustries  are  shoes,  wheat  products,  beer,  sugar  and 
by-products,  vegetable  oils,  alcohol,  cement,  bricks, 
etc.,  structural  and  other  manufactured  iron,  paper, 
cigars  and  cigarettes,  soap,  rubber  goods  and  glass. 

Due  to  import  difficulties,  Mexico’s  industry  is 
now  enjoying  a  wartime  boom,  although  this  boom 
is  rather  unevenly  divided  among  the  manufactur¬ 
ing  plants  of  the  country.  Certain  types  of  establish¬ 
ments  are  working  day  and  night,  while  others  are 
hampered  by  lack  of  raw  materials  or  machinery, 
and  operate  only  part-time. 

Mining  and  heavy  industries  are  among  those 
most  favored  by  war  conditions,  and  are  consider¬ 
ably  increasing  their  output.  Many  light  industries, 
too,  are  enjoying  a  temporary  war  expansion,  usual¬ 
ly  due  to  the  disappearance  of  foreign  competition. 
Qitton  textile  mills  are  working  at  full  capacity. 
Shoe  factories,  in  spite  of  occasional  scarcity  of  ma¬ 
terial,  have  increased  the  volume  and  improved  the 
quality  of  their  product  to  a  degree  that  permits 
them  to  compete  with  American  goods.  The  beer 
industry  is  operating  at  full  capacity,  as  is  the  sugar 
industry. 

Another  industry  which  has  been  considerably 
developed  in  recent  years  is  that  of  vegetable  oils, 
whose  product  is  gradually  gaining  preference  over 
the  lard  formerly  used  in  Mexican  households.  Ex¬ 
pansion  is  hamjiered,  however,  by  difficulties  of 
supply  and  the  stoppage  of  imports  of  copra  and 
other  raw  materials.  A  similar  wartime  boom,  lim¬ 
ited  only  by  scarcity  of  materials  or  insufficient  pro¬ 
duction  facilities,  has  taken  place  in  the  building, 
paper,  wheat  products,  alcohol,  chemical  and  phar¬ 
maceutical,  rubber  products,  soap,  and  glass  in¬ 
dustries. 

Not  only  are  Mexico’s  existing  plants  being  en¬ 
larged  and  modernized,  but  new  ones  are  being  es¬ 
tablished  almost  every  day.  During  1942  alone,  60 
new  industries  with  a  total  nominal  investment  of 
some  $^8,ooo,(xx)  have  been  set  up  —  many  by 
United  States  corjxirations.  These  new  plants  range 
from  mining  companies  and  chemical  and  mineral 
laboratories  to  manufacturing  enterprises  which 
will  turn  out  iron  and  steel,  tin  plate,  rayon  fibers, 
acetic  acid,  copper  sulphate,  cellulose,  cement,  and 
building  materials.  Outstanding  among  them  are: 
(i)  a  $10,000,000  iron  and  steel  rolling  and  smelt¬ 
ing  plant  of  125,000  tons  annual  capacity  at  Mon- 
clova,  in  the  state  of  Cohahuila.  To  its  erection 
the  U.S.  Export-Import  Bank  is  contributing  a 
$6,ooo,ooo<redit  guaranteed  by  the  Mexican  govern¬ 
ment.  When  finished,  this  plant,  together  with  ex¬ 


isting  facilities  provided  by  the  Monterrey  steel  mill 
and  a  number  of  smaller  plants,  will  be  able  to 
fill  all  of  Mexico’s  domestic  requirements;  (2)  a 
$6,000,000  rayon  yarn  plant  to  be  built  in  coopera¬ 
tion  with  the  Celanese  Corporation  of  America. 
Scheduled  for  completion  in  two  years,  the  plant 
will  give  employment  to  some  4,500  workers,  and 
cover  a  substantial  part  of  Mexico’s  requirements. 

A  less  encouraging  side  of  the  picture,  however, 
is  that  various  manufacturing  industries  find  it 
increasingly  difficult  to  obtain  the  raw  materials, 
machine  parts  and  accessories  required  to  maintain 
operation.  Some  factories  have  already  had  to 
shorten  working  schedules  for  lack  of  commodities 
such  as  cellulose  acetate  for  plastics,  lumber  and 
metal  tubing  for  furniture,  and  dyes  for  textiles. 

Now  that  war  has  opened  up  unprecedented  pos¬ 
sibilities  for  industrial  development,  spokesmen  for 
Mexican  business  circles  are  inclined  to  complain 
that  present  United  States  export  quotas  are  too 
low.  These  quotas  are  based  on  imports  from  the 
United  States  during  the  years  preceding  the  war, 
but  Mexicans  claim  that  such  imports  cannot  be 
considered  normal  for  the  following  reasons:  (i) 
with  Mexico’s  industrial  activity  rapidly  increasing, 
a  supply  which  might  have  been  considered  suffi¬ 
cient  in  1938  or  1939  is  no  longer  adequate  in  1943; 

(2)  Mexico  must  now  obtain  from  the  United  i 
States  many  articles  which,  until  1940,  it  bought 
from  other  countries;  (3)  because  of  the  quotas 
and  priorities  established  by  the  United  States,  the 
quantity  of  finished  products  imported  into  Mexico 
is  now  much  lower  and  this,  in  turn,  increases  the 
need  of  raw  materials  for  manufacture  of  these  prod¬ 
ucts  at  home.  Moreover,  as  Mexican  industries  of  ne¬ 
cessity  must  work  largely  for  civilian  needs — for  vari¬ 
ous  reasons  they  cannot  convert  to  war  production 
as  American  plants  have  done — the  fact  that  United 
States  procurement  agencies  consider  these  needs 
non-essential  to  the  war  efTort  is  often  resented. 

Business  groups  also  claim  that,  while  Mexican 
exports  of  mineral  ores,  metals,  lightweight  cattle,  i 
foodstuffs,  cotton  cloth  and  thread,  wool,  sisal  and  I 
other  textile  fil'iers,  wood,  shoes  and  molasses  have  | 
considerably  increased,  American  exports  of  such  I 
indispensable  materials  as  potash  and  lime  nitrate.  ( 
raw  rubber,  acetilsalicilic  acid,  iron  and  steel  bars  I 

and  plates,  zinc  powder,  copper,  iron  and  steel  wire  i 

and  cable,  copper,  zinc  and  brass  products,  and  i 
ferromanganese,  as  well  as  needed  machinery,  trac-  t 
tors,  trucks,  electric  materials  and  tools,  have  been  c 
considerably  reduced.  This  dearth  of  machinery  and  I 
equipment  formerly  imported  from  the  United  i 
States  and  other  advanced  industrial  countries  is  the 
main  factor  in  Mexico’s  present-day  economic  dif-  ; 
ficulties.  I  s 
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CHARACTER  OF  FOREIGN  TRADE 

Foreign  trade  has  always  played  an  important 
part  in  Mexico’s  economy — about  35  per  cent  of  the 
country’s  production  being  sold  abroad  in  peace¬ 
time.  Not  quite  two-thirds  of  its  exports,  in  value, 
comes  from  its  sub-soil.  In  1938,  the  last  pre-war 
year,  the  top  six  items  on  Mexico’s  export  list  were 
oil,  gold,  silver,  lead,  zinc  and  copper.  Mexico’s 
importance  as  an  exporter  of  minerals  is  shown  by 
the  fact  that  it  accounted  for  64  per  cent  of  all 
metals  exported  from  Latin  America  in  1958,  other 
than  copper  and  tin.  Silver  and  gold  each  repre¬ 
sented  about  25  per  cent  of  Mexican  exports;  lead, 
20  per  cent;  zinc,  13  per  cent;  antimony,  cadmium, 
mercury,  molybdenum  and  other  metals  complete 
the  list.  Agricultural  products  are  less  imjwrtant: 
henequen,  Mexico’s  foremost  export  crop,  stood 
seventh  in  1938,  making  up  less  than  4  per  cent  of 
the  total  value  of  exports;  and  was  followed  by 
coffee,  bananas,  chick  peas,  chicle,  cattle  and  toma¬ 
toes.  Mexico’s  chief  imports  in  normal  times  are 
machines,  automobiles,  products  manufactured  by 
heavy  machinery,  and  foodstuffs,  especially  grains.’ 

The  following  table  shows  that  Mexico’s  foreign 
trade  balance  is  “favorable” — exports  topping  im¬ 
ports — only  if  exports  of  gold  and  silver,  which  are 
not  usually  considered  merchandise,  are  taken  into 
account.  If  merchandise  alone  is  considered,  Mexico 
regularly  imports  much  more  than  it  exports. 

Mexico’s  foreign  trade,  1938-42* 

(in  thousands  of  dollars) 


Year 

Exports 

Imports 

Merchandise  Silver  Gold 

Total 

1938 

S”  0,737 

$78,152 

$188,889 

$110,973 

1939 

106,930 

67,577 

174,507 

121,030 

1940 

107,573 

69,943 

177,516 

124,055 

1941 

105,771 

44,527 

150,298 

188,274 

1942 

138,078 

56,800 

194,878 

155,001 

•Banco 

de  Mexico, 

Yearly  Report  to  Shareholders, 

1941  and 

1942  (Mexico,  D.F.,  1942  and  1943). 

1  In  1941,  for  the  first  time  in  this  century,  Mex- 
:,  ico’s  total  imports  exceeded  total  exports,  the  dif- 

1  fercnce  being  $37,976,000.  This  situation  was  due 
e  primarily  to  the  following  exceptional  factors:  (i) 
1  the  severe  restrictions  on  exports  which  have  gov- 
erned  United  States  foreign  trade  since  Pearl  Har- 
s  bor  were  not  in  existence;  (2)  Mexico  had  so  far 
e  responded  only  faintly  to  the  growing  North  Amer- 
d  ican  demand  for  minerals  and  other  materials  essen- 
tial  for  war  pur(X)ses;  and  (3)  in  anticipation  of 
n  coming  import  difficulties  and  price  increases, 
d  Mexican  business  men  placed  large  advance  orders 
d  in  the  United  States. 

le  This  adverse  trade  balance  was  compensated  by 

5.  r*.  F,.  James,  l^rin  America  (New  York,  Lothrop,  Lee  and 
!  Shepard,  1942),  pp.  668-69. 


a  heavy  flow  of  repatriated  and  foreign  capital  into 
the  country  during  the  same  period,  and  did  not 
lead  to  exchange  difficulties.  Gold  reserves  of  the 
Banco  de  Mexico  were  reduced  only  $3,000,000,  the 
gold  balance  totaling  $47,000,000  in  1941,  as  against 
$50,000,000  at  the  end  of  1940.*^  With  mining  opera¬ 
tions  climbing  to  capacity  production,  and  war  con¬ 
ditions  rendering  imports  more  dilficult  each 
month,  however,  exports  regained  the  ascendency. 
Moreover,  the  constant  influx  of  capital  from 
abroad,  which  constitutes  an  important  source  of 
foreign  currency,  made  the  selling  of  Mexican  gold 
abroad  unnecessary.  Early  in  1942,  foreign  trade 
had  resumed  its  pre-war  trend. 

Mexico's  trade  with  united  states 

The  United  States  supplies  more  of  Mexico’s  im¬ 
ports  and  takes  more  of  its  exports  than  any  other 
country.  Mexico,  Cuba,  Brazil  and  Venezuela  con¬ 
stitute  the  principal  Latin  American  markets  for 
United  States  exjx)rts,  with  Mexico  at  times  taking 
the  lead.  From  1932  to  1937,  and  again  in  1939, 
Mexico  provided  the  most  important  Latin  Ameri¬ 
can  market  for  United  States  exports,  taking  from 
15  to  18  per  cent  of  the  latter’s  total  sales  to  this 
area.  On  the  other  hand,  Mexico  furnished  from 
12  to  31  per  cent  of  United  States  imports  from 
Latin  America  during  the  same  period.’ 

If  only  goods  are  considered,  Mexico’s  trade  with 
the  United  States  is  normally  “unfavorable.”  This 
balance  is  reversed,  however,  by  large  gold  and 
silver  exports,  the  value  of  which  has  averaged  some 
$62,000,000  annually  over  the  past  ten  years.  These 
exports  have  been  sufficient  to  alter  the  balance  in 
Mexico’s  favor,  with  the  exception  of  the  year  1941. 
In  normal  times,  precious  metals  are  the  largest 
item  of  export  to  the  United  States,  the  value  of 
this  country’s  silver  and  gold  imports  at  times  sur¬ 
passing  the  combined  value  of  all  other  Mexican 
imports.  Suspension  of  United  States  purchases  of 
silver  would  seriously  disrupt  Mexican  foreign 
trade,  at  least  until  exports  of  other  goods  could  be 
considerably  increased  —  a  goal  that  might  be 
reached  only  after  many  years. 

Among  other  minerals  supplied  to  the  United 
States  are  zinc,  lead,  mercury,  and  antimony.  Mex¬ 
ico  is  also  normally  this  country’s  principal  foreign 
source  of  chicle,  fresh  tomatoes,  and  henequen 
fibers.  Moreover,  Mexican  bananas  and  cofTee  have 
played  an  increasing  part  in  United  States  imports 
in  recent  years. 

Before  Pearl  Harbor,  United  States  exports  to 

6.  Inter-American  Monthly  (Washington,  D.C.),  July  1942, 
p.  36. 

7.  Foreign  Agriculture  (Washington,  D.C.,  Department  of  Ag¬ 
riculture),  February  1943,  p.  40. 
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Mexico  included  hundreds  of  items,  but  the  three 
principal  groups  were  machinery,  iron  and  steel 
products,  and  motor  vehicles,  the  total  for  these 
categories  representing  normally  some  65  per  cent 
of  Mexican  imports.® 

War  conditions  are  rapidly  changing  this  picture 
of  trade  relations.  Severance  from  supplies  in  coun¬ 
tries  now  under  Axis  control  and  increasing  difficul¬ 
ties  of  sea  transport  make  it  practically  impossible 
for  Mexico  to  buy  elsewhere  than  in  the  United 
States,  except  for  very  small  quantities  which  trickle 
in  from  Latin  America  and  Canada.  Similarly, 
Mexico  can  export  only  to  the  United  States.  In 
1941,  this  country  supplied  84  per  cent  of  Mexican 
imports  and  took  91  j>er  cent  of  its  exports.  Thus 
Mexico  must  try  to  obtain  from  its  northern  neigh¬ 
bor  not  only  those  products  it  purchased  before 
the  war  but,  in  addition,  what  it  previously  ob¬ 
tained  from  Europe. 

Conversion  of  American  manufacturing  indus¬ 
tries  to  war  production  and  wartime  restrictions, 
quotas,  and  export  licenses  necessarily  prevent  Mex¬ 
ico  from  obtaining  American  machinery  and  in¬ 
dustrial  materials.  On  the  other  hand,  armament 
production,  lack  of  shipping  space  and  the  closing 
of  overseas  sources  of  supply  are  all  working  to¬ 
ward  a  constant  increase  in  Mexico’s  exports  to  the 
United  States.  While  American  exports  to  Mexico 
fell  considerably  after  Pearl  Harbor,  imports  in¬ 
creased,  so  that  at  the  end  of  1942  there  was  a  net 
balance  in  favor  of  Mexico  of  .some  $50,000,000. 
This  situation  will  probably  hold  true  for  the  dura¬ 
tion,  with  Mexican  claims  on  the  United  States 
constantly  increasing. 

TRANSPORTATION  PROBLEMS 

Railways.  Mexico  is  the  only  Latin  American 
country  able  to  ship  goods  to  the  United  States  en¬ 
tirely  by  rail  or  road.  Thus  when,  as  a  result  of  sub¬ 
marine  warfare  and  diversion  of  ships  to  war  ser¬ 
vice,  maritime  transportation  virtually  came  to  a 
standstill  in  1942,  shipments  of  Mexican  ores  and 
other  materials  to  the  United  States  had  to  be 
routed  by  land,  and  the  pressure  on  Mexico’s  al¬ 
ready  hard-pressed  14,200-mile  railroad  .system  be¬ 
came  greater  than  ever.  Railroad  freight  tonnage 
touched  an  all-time  high  in  1942. 

To  relieve  this  excessive  burden  on  Mexico’s  rail¬ 
road  sy.stem  and  allow  for  increa.sed  transportation 
of  war  materials  to  the  United  States,  the  govern¬ 
ments  of  the  two  countries  signed  on  November 
18,  1942  a  pact  for  the  joint  rehabilitation  of  several 
key  lines  of  the  Mexican  National  Railways.  A 
technical  mission  of  United  States  railway  experts 

8.  H.  M.  Younp,  Mexico  and  the  United  States  (Dallas,  Arnold 
Foundation,  19^8),  p.  199. 


was  sent  to  Mexico  to  formulate  the  details  of  this  1 
rehabilitation,  which  provides  for  a  doubling  of  ( 
Mexico’s  railway  capacity.  The  cost  of  this  par¬ 
ticular  undertaking  will  be  covered  by  the  United  | 

States  government.  1 

Moreover,  the  Mexican  government  is  making  j 

great  efforts  to  increase  the  efficiency  of  its  rail-  , 

ways.  A  Presidential  decree  of  January  2,  1943  ] 

authorized  the  issuance  of  railroad  bonds  up  to  a  ( 
total  of  $5,000,000  to  expand  construction,  new  and  ] 
under  way,  purchase  equipment  and  supplies,  and 
put  the  lines  into  service.  The  railroads  have  re¬ 
cently  been  able  to  buy  140  locomotives  and  1,300  [ 

freight  cars  in  the  United  States,  and  expect  to  1 

receive  more  rolling  stock  in  the  near  future  to  t 

step  up  their  carrying  capacity.  1 

1 

Highways.  Simultaneously  with  the  extension  of  ^ 
its  railway  .system,  Mexico  initiated  an  energetic  j 

program  to  expand  the  country’s  roads.’  Besides 
improving  existing  highways  to  make  them  suit-  • 

able  for  year-round  travel,  road  development  will 
consi.st  chiefly  of  extending  secondary  roads  link-  ^ 

ing  highways  with  distant  mining  and  agricul-  ^ 

tural  centers.  For  1943,  the  Mexican  government  ^ 

launched  a  new  $20,000,000  Highway  Bond  issue.  ^ 

Two  years  earlier,  Mexico  had  obtained  a  $^o,-  ^ 

ooo,ooo-loan  from  the  U.S.  Export-Import  Bank  to  ^ 

aid  in  completing  construction  of  the  Inter-Amcri-  ^ 

can  Highway,  and  the  road  is  now  finished  from  ^ 

the  United  States  border  to  Oaxaca — about  340  ^ 

miles  south  of  Mexico  City.  A  good  deal  of  con-  ^ 

struction,  however,  still  remains  to  be  done  in  south-  j 

ern  Mexico.  ^ 

PUBLIC  FINANCES  f 

The  finances  of  the  Federal  government  of 
Mexico  have  finally  been  establi.shed  on  a  modern  I 

and  .sound  basis.  Provision  has  been  made  for  f 

higher  tax  rates,  particularly  on  income  from  min-  a 

ing,  industrial  and  commercial  activities,  as  well  f 

as  for  resumption  of  payments  on  outstanding  for-  J 

eign  loans.  r 

The  1943  budget  is  the  largest  in  the  financial  ^ 

history  of  the  country,  calling  for  expenditures  v 

totaling  some  $121,570,000.  This  represents  an  in-  t 

crease  of  22  per  cent  over  1942,  and  160  per  cent  t 

over  1935.  Among  the  largest  individual  items  are  0 

$29,460,000  for  national  defense,  $19,440,000  for  ed¬ 
ucational  purposes,  $19,100,000  for  .service  on  the 
public  debt,  and  $18,980,000  for  agricultural  and  , 

other  development.  In  addition,  the  government  <( 

received  authority  to  issue  during  1943  internal  " 

bonds  to  a  total  of  $25,000,000:  $20,000,000  for  high-  i( 

9.  By  the  end  of  1942  Mexico  had  about  42,470  miles  of 
highways,  of  which  nearly  8,000  miles  were  suitable  for  all-  [ 
year  traffic.  I  ’ 
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way  construction,  and  $5,000,000  for  railway  devel¬ 
opment  and  rehabilitation. 

The  government’s  present  fiscal  policy  appears 
to  be  to  reduce  the  country’s  need  for  borrowing 
by  higher  taxes  and  avoidance  of  deficits.*”  A  new 
income  tax  law  providing  for  higher  rates  became 
effective  on  January  i,  1942,"  and  tax  rates  on 
liquor,  petroleum,  gasoline  production  and  certain 
categories  of  income  have  been  increased  as  from 
January  1943. 

‘Foreign  Debt.  The  old  and  seemingly  insoluble 
problem  of  the  Mexican  foreign  debt  was  settled  in 
November  1942,  when  agreement  was  reached  be¬ 
tween  the  Mexican  Ministry  of  Finance  and  the 
International  Committee  of  Bankers  on  Mexico  of 
New  York,  whereby  Mexico  agreed  to  partial  re¬ 
sumption  of  payments  on  that  portion  of  its  debt 
held  by  nationals  of  friendly  countries.  A  large 
part  of  this  debt — payments  on  which  had  been 
irregular  since  1942 — is  held  in  the  United  States. 
This  agreement  was  confirmed  by  a  Presidential 
decree  of  November  5,  1942,  which  provides  for 
resumption  of  partial  payments  on  fourteen  for¬ 
eign  loans  lauiiched  by  Mexico  between  1885  and 
1913.  In  addition  to  specifying  guaranteed  debts, 
the  decree  stipulates  that  the  capital  of  debts  not 
originally  issued  in  dollars  will  be  converted  into 
that  currency  at  present  rates — 4.85  pesos  to  the 
dollar  and  $4.03  to  the  pound  sterling.*^  Moreover, 
a  substantial  number  of  bonds  are  held  by  French 
and  German  investors,  who  are  not  now  eligible 
for  repayment.  The  railway  debt,  which  totals  about 
the  same  amount,  was  not  included  in  the  agree¬ 
ment,  and  its  fate  is  to  be  settled  at  a  later  time. 

According  to  recent  declarations  of  the  Mexican 
Finance  Minister,  service  on  the  foreign  debt  in  the 
future  will  amount  to  only  some  $2,000,000  a  year 
at  the  present  rate  of  exchange.  Since  1943  returns 
to  the  Mexican  treasury  are  estimated  at  about 
$130,000,000,  service  on  the  foreign  debt  will  rep¬ 
resent  less  than  2  per  cent  of  the  total  budget. 
This  is  an  extremely  favorable  situation,  especially 
when  one  recalls  that  during  President  Diaz’  ad¬ 
ministration  the  debt  service  reached  $10,000,000  at 
the  then  current  exchange  rate  on  a  total  of  $50,- 
000,000,  or  over  20  per  cent  of  the  budget.’^ 

10.  There  is,  for  instance,  an  estimated  surplus  of  $3,600,000 
in  the  1942  budget. 

11.  This  law  provides  for  income  tax  rates  ranging  from  3.3 
to  33  per  cent.  For  details,  see  Foreign  Commerce  Weekly,  Feb¬ 
ruary  28,  1942,  p.  17. 

12.  As  the  value  of  the  peso  was  much  higher  at  the  time  the 
loans  were  issued — around  2  pesos  per  dollar— the  new  rates 
reduce  the  total  dollar  amount  of  the  loans  covered  from  S520,- 
000,000  to  $230,631,974. 

13.  Mexico  News  (Mexico,  D.F.),  January  i,  1943,  p.  i. 


MONETARY  SITUATION 

Under  present  conditions  of  international  com¬ 
merce,  the  advantages  of  “favorable”  trade  balances 
have  become  to  a  great  extent  illusory.  Mexico — as, 
for  that  matter,  most  other  Latin  American  coun¬ 
tries — is  accumulating  large  credits  in  New  York 
and  London  through  sales  of  raw  materials,  but 
can  hardly  use  its  dollar  and  pound  sterling  bal¬ 
ances  to  buy  goods  from  the  United  States  or 
Britain.  Thus  1943  finds  the  country  no  longer 
hampered  by  a  scarcity  but,  on  the  contrary,  pos¬ 
sessed  of  an  overabundance  of  temporarily  useless 
foreign  exchange. 

To  this  reserve  of  currency,  representing  Mexican 
goods  sold  abroad,  must  be  added  another  one:  that 
representing  the  hundreds  of  millions  of  dollars  in 
private  money — mostly  from  the  United  States — 
which  have  been  sent  to  Mexico  in  increasing  pro¬ 
portions  since  the  beginning  of  the  war  by  cor¬ 
porations  and  individuals  seeking  either  higher 
return  or  an  escape  from  war  taxation.  As  there  is 
scant  opportunity  to  use  this  capital  for  creative 
investment  because  of  the  lack  of  necessary  ma¬ 
chinery,  most  of  it  remains  idle  or  is  spent  on  coun¬ 
try  and  suburban  estates,  industrial  shares,  plants 
already  in  operation,  and  often  even  goods  for 
speculation.  From  the  beginning  of  1942  to  the 
first  months  of  1943,  the  entrance  of  capital  unre¬ 
lated  to  payment  for  exported  Mexican  products 
has  been  estimated  at  more  than  $25,000,000.  If  the 
period  October  1940  to  February  1943  is  taken  as  a 
basis,  this  sum  would  probably  have  to  be  doubled.'^ 
Much  of  this  capital  has  not  been  invested  at  all, 
but  has  gone  to  swell  bank  deposits.  The  dollar 
value  of  foreign  investments  is  currently  changed 
into  pesos,  driving  the  Bank  of  Mexico’s  currency 
reserve,  the  amount  of  paper  money  in  circulation, 
and  the  size  of  exporters’  bank  deposits  to  previ¬ 
ously  unheard  of  heights. 

The  following  table  shows  that  the  circulation 
medium — notes,  deposit  and  sight  obligations, 
metallic  money — increased  by  over  500,000,000 
pesos,  or  25  per  cent,  between  January  i  and  De¬ 
cember  31,  1942. 

MEXICAN  MONETARY  CIRCULATION* 

(in  thousands  of  pesos') 


Year 

Puhlic 

Circulation 

Sight 

Deposits 

Total 

1938 

average 

477.M2 

225,326 

702,468 

1939 

544,899 

295.027 

839.926 

1940 

it 

613,848 

329.305 

943.153 

1941 

698,696 

520,213 

1,218,909 

1941 

December 

802,167 

511,506 

1.313.673 

i942t  Average 

977.179 

633.430 

1,510,609 

i942t  December 

1,028,273 

801.330 

1,829,603 

•Hancr)  (If  Mexico;  Comision  Nacion.nl  Bancaria. 
^Provisional  figures. 
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Toward  the  end  of  February  1943,  according  to 
an  unofficial  estimate,  circulation  (including  de¬ 
posits)  reached  a  total  of  2,030,000,000  pesos.  Three 
months  before,  in  November  1942,  it  was  1,730,000- 
000 — the  increase  amounting  to  100,000,000  pesos  a 
month.  Such  a  situation  is  fundamentally  unsound, 
and  can  only  lead  to  spiraling  prices  so  long  as  no 
considerable  quantity  of  capital  goods  can  be  im¬ 
ported  from  abroad.  The  newly  imported  buying 
power  can  hardly  be  utilized  for  the  duration  but, 
if  it  is  not  dissipated  or  greatly  diminished  by  in¬ 
flation  after  the  war,  it  could  be  used  to  procure  the 
machinery  and  other  equipment  needed  for  de¬ 
velopment  of  Mexico’s  industries.  For  the  present, 
however,  it  swamps  a  market  poor  in  goods,  and 
inevitably  contributes  to  a  sharp  increase  in  prices 
over  and  above  the  normal  up-trend  of  the  past 
years. 

Confronted  with  this  situation,  government  and 
financial  circles  are  studying  ways  to  siphon  off 
excess  buying  power  and  prevent  its  entrance  into 
the  consumption  field,  thus  holding  in  check  a 
threatening  inflation.  To  slow  down  the  use  of 
credits  for  hoarding  and  speculation,  the  Finance 
Department  in  April  1943  established,  for  the  first 
time  in  the  history  of  the  Bank  of  Mexico,  a  system 
of  qualitative  credit  control.*'  At  the  same  time,  the 
Bank  of  Mexico  announced  that  paper  money 
would  thereafter  be  exchangeable  for  gold  in  coins 
or  bars  without  limitation.  By  this  measure  the  au¬ 
thorities  hope  to  encourage  gold  hoarding,  which 
would  withdraw  important  sums  from  the  money 
market.  The  selling  of  long-term  bonds,  which  has 
the  same  effect,  is  also  being  urged. 

In  the  meantime,  the  cost  of  living  has  been  con¬ 
stantly  increasing.  As  the  following  table  shows, 
the  cost  index  of  sixteen  articles  of  consumption 
soared  from  149.9  in  January  to  175.2  in  Decem¬ 
ber  1942. 

U.S.-MEXICAN  WARTIME  AGREEMENTS 

For  at  least  a  decade,  disagreement  on  various 
controversial  issues  has  embittered  relations  between 
the  United  States  and  Mexico.  Prominent  among 
these  have  been  the  expropriation  of  American- 
owned  lands  and  oil  wells,  and  Mexico’s  default  on 

14.  Etluardo  Villasenor,  Director  of  the  Bank  of  Mexico,  in 
Excelsior  (Mexico  City),  April  7,  1943.  According  to  a  recent 
unofficial  estimate,  the  net  capital  increase  for  October  1940- 
February  1943  should  represent  some  Sioo,ooo,ooo — Si  10,000,- 
000.  Early  in  1943  it  was  unofficially  estimated  that  at  least 
$600,000  in  new  refugee  capital  was  flowing  into  Mexico  each 
week. 

15.  According  to  this  system,  commercial  banks  must  have  in 
their  jiortfolios  at  least  60  per  cent  of  paper  representing  some 
form  of  pnxluction  activity,  and  not  more  than  40  per  cent  in 
commercial  paper. 


AVERAGE  MONTHLY  INDEX  NUMBERS  OF  FOOD  PRICES  IN 


MEXICO  CITY  FOR  1 6  ARTICLES* 
1929=100 


Month 

1938 

I9i9 

1940 

1941 

/942 

January 

121.7 

128.1 

137-8 

148.2 

149.9 

April 

123.0 

127.8 

145.0 

148.7 

163.6 

July 

126.8 

133-0 

144.2 

150.7 

167.4 

October 

131.6 

144-3 

144.6 

155-5 

170.3 

December 

128.5 

142.4 

149-3 

156.9 

175.J 

•Bank  of  Mexico;  Direccidn  Ceneral  tic  Estadistica,  Segretaria 
de  la  Economia  Nacional.  According  to  a  study  made  in  July 
and  August  1934  by  the  latter  agency,  f(M)d  represented  56  per  | 
cent  of  the  total  expenditure  of  a  worker's  family  of  five  with  1 
an  average  weekly  income  of  22  pesos.  The  sixteen  articles  used 
in  the  preparation  of  the  index  make  up  82  per  cent  of  the  food  ' 
expenses  of  such  a  family.  ] 

its  foreign  debt.  During  the  past  two  years,  how-  : 
ever,  agreements  bearing  on  these  problems,  as  well  ! 
as  on  other  questions  of  mutual  concern,  have  been 
signed.  Their  adoption  is  a  clear  indication  of  im¬ 
proved  relations  between  the  two  countries. 

On  July  14,  1941,  five  months  before  Pearl  Har¬ 
bor,  the  United  States  Federal  Loan  Agency,  acting 
through  the  Metals  Reserve  Company  and  the  De¬ 
fense  Supplies  Corporation,  completed  arrange¬ 
ments  which  reserve  for  the  United  States  and  other 
countries  of  the  Western  Hemisphere  the  export-  ' 

able  surplus  of  Mexican  strategic  and  critical  ma-  \ 

terials — antimony,  copper,  graphite,  henequen,  lead, 
mercury,  tungsten,  tin,  and  zinc.  This  agreement  is 
supplemented  by  specific  contracts  regarding  vari-  I 

ous  products  which  complement  United  States  out-  ‘ 

put.  The  U.S.  Defense  Supplies  Corporation,  for  ‘ 

instance,  contracted  to  buy  the  country’s  entire  ' 

henequen  export  surplus  through  June  30,  1945;  * 

the  Rubber  Reserve  Company  agreed  to  purchase 
the  exportable  surplus  of  tree  rubber,  guayule  and  t 
other  plant  rubber  through  December  31,  1946;  i 
and  the  Commodity  Credit  Corporation  contracted  i 
in  July  1942  to  purchase  all  surplus  alcohol  pro-  « 
duced  in  Mexico.  1 

After  prolonged  negotiations,  the  two  govern-  « 
ments  concluded  a  “global”  economic  pact  on  No-  i 
vember  19,  1941.  Included  in  this  settlement  were 
the  following  agreements:  (i)  Mexico  undertook  t 

to  pay  to  the  United  States  the  sum  of  $40,000,000  i 

in  full  settlement  of  agrarian  claims  and  so-called  1 

General  Claims,  and  confirmed  this  agreement  by 
signing  a  special  Claims  Convention.'^  (2)  The  ^ 

16.  For  a  summary  of  the  November  19,  1941  accord  and  a 

exchange  of  notes,  see  Department  of  State  Bulletin  (Washing-  * 
ton,  D.C.),  November  22,  1941,  pp.  399-403.  Mexico  had  al-  » 
reatly  made  payments  amounting  to  $3,000,000  on  agrarian  a 

claims  arising  after  August  30,  1937.  A  further  payment  of  ii 

$3,000,000  was  made  on  April  2,  1942  when  ratifications  of  c 

the  convention  were  exchangetl.  Later  in  1942  Mexico  paid  to  > 

the  United  States  $2,500,000,  which  was  to  be  applied  against  * 

the  $40,ooo,ooo-award  agreed  upon  under  the  Claims  Conven-  i 

tion  of  1941.  This  $8,500,000  was  set  up  in  a  special  Mexican  I 

Claims  Fund  in  the  United  States  Treasury,  from  which  awards  f  J 
will  be  made  to  individual  claimants.  The  unpaid  balance  of  t  ( 
$31,500,000  is  to  be  liquidated  at  the  rate  of  $2,500,000  a  year.  (  « 
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United  States  Treasury  agreed  to  buy  each  month, 
directly  from  the  Mexican  government,  up  to  6,- 
000,000  ounces  of  newly  minted  silver,  the  equiva¬ 
lent  of  $2,000,000  in  dollar  exchange.  (3)  The  U.S. 
Export-Import  Bank  undertook  to  grant  to  the 
Mexican  government  a  $30,ooo,ooo-credit  for  high¬ 
way  construction,  guaranteed  by  an  equal  amount 
of  Mexican  highway  bonds. 

A  further  understanding  between  the  two  coun¬ 
tries —  dealing  with  arrangements  for  increasing 
Mexican  production,  such  as  the  establishment  of 
steel  and  tin  plate  mills  in  Mexico,  a  survey  of 
Mexican  railway  and  shipbuilding  potentialities, 
and  the  setting  up  of  a  procedure  for  priorities  and 
allocation  of  United  States  goods — was  made  public 
on  April  7,  1942.  Various  other  economic  agree¬ 
ments,  covering  such  questions  as  stabilization  of 
the  Mexican  currency — the  peso  is  now  pegged  to 
the  dollar — and  temporary  immigration  of  Mexi¬ 
can  laborers  to  the  United  States,  have  also  been 
concluded.*^ 

The  Oil  Dispute.  U.S.-Mexican  relations  have 
also  been  poisoned  by  a  bitter  conflict  between  the 
Mexican  government  and  foreign  oil  companies. 
This  struggle,  which  began  as  early  as  December 
31,  1924  with  the  signing  by  President  Calles  of  a 
;  petroleum  law  implementing  the  1917  Constitution 
1  and  providing  for  national  control  over  the  oil  in- 
^  dustry,  reached  its  peak  when  President  Cardenas 
signed  on  March  18,  1938  a  decree  expropriating  the 
oil  wells. 

Years  of  tension,  mistrust  and  difficult  negotia¬ 
tions  followed  until,  in  November  1941,  the  United 
States  and  Mexico  agreed  to  compromise,  and  des¬ 
ignated  a  commission  of  experts  to  establish  a  joint 
evaluation  of  North  American  oil  properties  in 
Mexico.  On  April  18,  1942  these  experts  agreed  on 
a  total  of  $23,995,991,  which  covers  only  surface 
rights  and  ignores  the  companies’  sub-soil  claims. 
This  award  recognizes  Mexico’s  chief  contention — 
that  sub-soil  wealth  belongs  to  the  nation  and  that 
no  grants,  however  legal,  can  alienate  these  rights.^® 
The  companies  involved  were  left  to  decide  whether 

17.  To  fill  the  need  for  agricultural  workers  in  the  western 
and  southwestern  states,  official  United  States  and  Mexican 
agencies  in  August  1942  worked  out  a  plan  to  bring  Mexican 
workers  to  this  country  for  seasonal  work.  The  agreement  pro¬ 
vides  a  minimum  wage  of  30  cents  an  hour,  and  transportation 

I  and  repatriation  costs.  It  also  specifies  conditions  of  work  and 
immunity  from  military  service.  The  first  contingent  of  Mexi¬ 
can  laborers  left  for  southern  California  in  September  1942.  In 
May  1943  the  arrangement  was  extended  to  cover  railroad 
workers  up  to  a  maximum  of  6,000  men. 
t8.  For  a  brief  description  of  the  oil  dispute,  see  S.  G.  Inman, 
f  Latin  America:  Its  Place  in  World  Life  (New  York,  Harcourt, 

,  Brace,  1942),  p.  282;  for  a  more  complete  treatment,  see  W.  C. 

I  Gordon,  The  Expropriation  of  Foreign-Owned  Property  in  Mex- 
;  Ko  (Washington,  1941). 
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or  not  they  would  accept  the  compensation  fixed. 
Some  smaller  companies  did  accept  and  concluded 
special  settlement  agreements  with  the  Mexican 
government.  The  two  largest  American  firms, 
however — Standard  Oil  of  New  Jersey,  with  claims 
fixed  by  the  experts  at  $18,391,641,  and  Standard 
Oil  of  California,  with  claims  of  $3,589,158 — have 
so  far  not  accepted  the  offer  of  settlement.  And 
no  settlement  has  yet  been  reached  with  regard  to 
expropriated  British  oil  properties. 

The  oil  settlement,  however,  did  not  end  the  in¬ 
dustry’s  troubles.  Oil  wells  and  surface  installations 
had  been  neglected  for  years — partly  through  bad 
management,  partly  due  to  the  refusal  of  foreign 
suppliers  to  furnish  necessary  parts — and  were  in 
dire  need  of  repairs  and  improvements.  As  a  result 
of  an  exhaustive  survey  by  United  States  experts  of 
Mexican  oil  fields  and  plants,  completed  in  Decem¬ 
ber  1941,  Mexico’s  government  oil  corporation,  the 
“Petroleos  Mexicanos,"  has  applied  to  the  United 
States  for  the  purchase  of  $1,200,000  worth  of  badly 
needed  equipment.  Modernization  of  surface  in¬ 
stallations  will  permit  Mexico  to  increase  substan¬ 
tially  its  present  maximum  monthly  output  of  some 
half  million  cubic  meters. 

Reciprocal  Trade  Agreements.  In  spite  of  their 
1,833-mile-Iong  common  frontier  and  the  important 
flow  of  goods  north  and  south  across  the  border, 
Mexico  and  the  United  States  had  never  concluded 
a  reciprocal  trade  agreement.  This  abnormal  state 
of  affairs  was  brought  to  an  end  when  a  reciprocal 
trade  agreement  was  signed  at  Washington  on  De¬ 
cember  23,  1942  by  the  United  States  Secretary  of 
State  and  the  Mexican  Ambassador.  Mexico  thus  be¬ 
came  the  fifteenth  Latin  American  country  to  have 
such  an  agreement  with  the  United  States.’^ 

Under  the  new  pact,  important  tariff  concessions 
were  granted  on  a  long  list  of  Mexican  exports — 
from  strategic  war  materials,  such  as  zinc,  lead, 
antimony,  graphite,  mercury,  molybdenum,  sisal 
fiber  and  cordage,  to  agricultural  products  and  such 
miscellaneous  items  as  crockery,  earthenware,  glass 
bottles  and  huaraches.  The  most  important  United 
States  concession,  however,  was  the  cancellation  of 
existing  quota  restrictions  on  the  entry  of  Mexican 
crude  and  fuel  oil.  In  return,  Mexico  granted  con¬ 
cessions  on  more  than  200  United  States  export 
articles,  such  as  cattle  and  meat  products,  grains 
and  cereals,  dairy  and  poultry  products,  fruits  and 
tobacco,  radios  and  refrigerators.^® 

19.  The  others  are:  Cuba  and  Haiti  (1935);  Brazil,  Honduras, 
Colombia,  Guatemala  and  Nicaragua  (1936);  Salvador  and 
t'osta  Rica  (1937);  Ecuador  (1938);  Venezuela  (1939);  Ar¬ 
gentina  (1941);  Peru  and  Uruguay  (1942).  For  an  analysis  of 
the  reciprocal  trade  program,  see  H.  P.  Whidden,  “Reciprocal 
Trade  Program  and  Post-War  Reconstruction,”  Foreign  Policy 
Reports,  April  i,  1943. 


9m 


86 


IMPACT  OF  WAR  ON  MEXICo’s  ECONOMY 


ECONOMIC  PLANNING 

The  changes  in  economic  conditions  brought 
about  by  the  war  have  necessitated  the  creation  of 
various  government  agencies  for  economic  plan¬ 
ning.  Following  adoption  in  the  United  States  of 
wartime  regulations  on  export  control,  a  Mexican 
Presidential  decree  of  February  6,  1942  established 
an  Office  of  Control  and  Supply.  This  was  replaced 
on  October  27,  1942  by  an  Import  Coordinating 
Committee,  under  the  jurisdiction  of  the  Superior 
Executive  Council  of  Foreign  Trade,  as  the  final 
authority  on  issuance  of  certificates  of  necessity  for 
products  subject  to  export  allocation  and  licensing 
by  the  United  States.  The  committee  is  also  em¬ 
powered  to  fix  maximum  prices  for  articles  de¬ 
clared  to  be  of  prime  necessity,  and  to  issue  expor¬ 
tation  permits  for  those  Mexican  products  and  ma¬ 
terials  which  have  been  made  subject  to  export 
control.  A  first  list  of  such  products  and  articles 
was  published  when  the  Office  was  set  up,  and 
supplementary  lists  are  made  public  from  time  to 
time.^* 

The  President  also  established,  on  July  9,  1942, 
a  Federal  Commission  of  Economic  Planning  which 
superseded  various  economic  bodies  previously  set 
up.  In  November  1942,  in  an  attempt  to  place  de¬ 
velopment  on  a  sound  and  permanent  basis,  a  Co¬ 
ordinating  Office  for  National  Production  was 
established.  This  agency  is  to  organize  all  war  trans¬ 
port  development  and  coordinate  mining  and  ag¬ 
ricultural  production  for  export  on  the  basis  of 
lists  of  requirements  regularly  supplied  from  Wash¬ 
ington.  It  has  already  made  a  preliminary  study 
of  the  country’s  needs  and  production  facilities, 
and  listed  a  number  of  articles  whose  manufacture 
should  be  undertaken  or  developed  within  Mexico, 
such  as  iron,  coke,  caustic  soda,  sodium  carbonate, 
nitric  acid,  light  gasoline  and  Diesel  engines,  elec¬ 
trical  appliances,  fertilizers,  electrically  treated 
metals,  coal  and  charcoal  by-products,  agricultural 
machinery,  and  a  series  of  chemicals.  Other  eco¬ 
nomic  agencies  were  set  up,  such  as  a  Board  of  Eco¬ 
nomic  Planning  and  an  organization  in  charge  of 
price  regulations,  the  Distribuidora  y  Regidadora, 
S.AP 

20.  It  must  be  remembered,  moreover,  that  various  official 
corporations  and  other  agencies  of  the  United  States  have  au¬ 
thority  to  import  free  of  duty  any  products  essential  to  the  war 
effort.  For  a  detailed  study  of  the  new  trade  agreement,  sec 
Foreign  Commerce  Weekly,  January  i6,  1942,  p.  3. 

21.  Among  the  products  included  in  the  first  regulation  were 
corn,  beans,  rice,  hides  and  rubber  goods.  New  regulations  arc 
frequently  published.  Sec  “News  By  Countries,"  Foreign  Com¬ 
merce  yVeekJy- 

22.  This  semi-official  consortium,  set  up  by  Presidential  decree 
of  March  2,  1943,  will  acquire  rice,  beans,  corn,  wheat  and 
other  basic  food  items  in  an  effort  to  prevent  undue  price  in¬ 
creases  while  assuring  sufficiently  remunerative  prices  to  grow- 


On  May  13,  1943  the  President  announced  the 
creation  of  an  Economic  Emergency  Board  which 
will  submit  measures  apt  to  effectively  check  the 
continuous  rise  in  prices,  fight  against  speculative 
wholesale  hoarding  and  in  general  to  improve  the 
economic  and  social  conditions  of  the  nation.  The 
new  board  will  be  under  the  chairmanship  of  the 
President,  and  will  be  composed  of  the  Secretaries 
of  Finance,  Economy,  Agriculture,  Foreign  Affairs 
and  the  Coordinator  of  Production.^^ 

In  the  financial  field,  Mexico  prohibited  as  of 
August  15,  1942  the  circulation  of  all  United  States 
paper  currency,  except  $2  bills,  in  order  to  stop  the 
use  of  Mexico  as  a  clearing  house  for  American  cur¬ 
rency  confiscated  in  Europe  by  the  Axis  and  sold 
back  to  the  United  States.  Holders  of  such  currency 
must  exchange  it  at  a  bank  and,  in  case  of  important 
sums,  explain  its  origin.^"* 

OTHER  WARTIME  MEASURES 

Immediately  after  Pearl  Harbor,  the  Mexican  gov¬ 
ernment  ordered  the  “freezing”  of  all  Axis  assets. 
When,  on  June  i,  1942,  Mexico  declared  war  on 
the  Axis,  several  important  decrees  were  enacted, 
giving  the  Executive  wide  powers  to  carry  out 
measures  utilizing  the  country’s  resources  to  best 
advantage  against  the  enemy.  One  of  these  decrees, 
published  on  June  13,  covered  enemy  trading  and 
property,  and  conferred  on  the  government  author¬ 
ity  to  take  over  the  business  affairs  of  enemy  aliens. 
Under  its  provisions,  a  number  of  enemy-controlled 
enterprises  have  been  seized  and  placed  under  Mex¬ 
ican  administration.^^  The  government,  moreover, 
interned  some  2,000  dangerous  enemy  aliens  in 
concentration  camps. 

LOOKING  AHEAD 

This  analysis  indicates  that  Mexico’s  entrance 
into  the  war  on  the  side  of  the  United  Nations  has 
not  brought  with  it  the  transformation  of  its  peace¬ 
time  economy  into  a  war  economy.  Mexico  is  not 
sufficiently  advanced,  from  the  point  of  view  of  in¬ 
dustry,  to  gear  its  economic  system  to  the  produc¬ 
tion  of  modern  war  materials,  except  in  very  small 
measure.  Therefore,  its  greatest  contribution  to  the 

ers.  It  will  maintain  supplies  of  these  products  in  IcKalitics  con¬ 
veniently  situated;  enter  into  marginal  operations  to  assure  a 
steady  flow  of  supply  and  stabilize  prices,  and  have  the  sole 
right  to  export  such  surpluses  as  may  exist.  See  Foreign  Com¬ 
merce  Weekly,  April  3,  1943,  p.  16. 

23.  New  York  Times,  May  14,  1943. 

24.  For  details,  see  Foreign  Commerce  Weekly,  September  26, 
1942,  p.  14. 

25.  Foreign  Commerce  Weekly,  August  29,  1942,  p.  16.  In¬ 
cluded  in  the  first  group  were  the  leading  German  drug  firm 
Casa  Bayer,  the  Banco  Germanico,  German  and  Japanese  whole¬ 
sale  and  retail  firms,  department  stores,  and  a  number  of  coffee 


plantations. 
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war  effort  is,  and  will  remain,  production  of  the 
strategic  ores  and  metals  urgently  needed  by  Ameri¬ 
can  war  plants — copper,  zinc,  lead,  mercury,  tung¬ 
sten  and  antimony.  Its  partnership  in  the  war  ef¬ 
fort,  however,  is  not  only  economic.  For  the  sake 
of  victory  over  the  Axis,  Mexico  is  accepting  the 
risks  of  large-scale  inflation  and  possible  internal 
political  consequences — a  risk  it  could  avoid,  were 
it  not  a  full-fledged  ally,  by  requesting  that  goods, 
and  not  currency  alone,  be  delivered  in  exchange 
for  exports.  This  aspect  of  its  wartime  contribution 
is  often  overlooked. 

The  threat  of  inflation  poses  difficult  problems  for 
the  Mexican  government.  Constantly  rising  prices 
may  breed  social  unrest  if  wages  are  not  increased 
in  proportion.  Inflation  may  also  disrupt  the  coun¬ 
try’s  finances,  and  force  the  government  to  restrict 
its  present  defense  and  public  works  in  order  to 
keep  expenses  within  the  framework  of  the  budget, 
or  turn  to  “deficit  spending.”  Sooner  or  later,  pos¬ 
sibly  very  soon,  the  responsible  officials  will  have 
to  decide  on  adoption  of  effective  measures  to  com¬ 
bat  the  inflationary  trend — such  as  prices  and  ex¬ 
change  control,  rationing,  higher  taxation  or  com¬ 
pulsory  saving. 

Exchange  control,  which  in  this  case  would  con¬ 
sist  of  restrictions  on  currency  import,  for  the  dura¬ 
tion  in  any  case,  would  permit  the  regulation  of 
capital  influx  across  the  border  and  the  elimination 
of  speculative  investments.  In  view  of  Mexico’s 
traditional  policy  of  freedom  of  exchange,  such  a 
drastic  measure  will  probably  be  taken  only  if  cir¬ 
cumstances  absolutely  require  it.  A  milder  and  less 
direct  form  of  control  over  import  of  currency 
would  be  to  prohibit  acquisition  of  Mexican  goods 
and  property  by  foreign  investors — again  only  so 
long  as  the  purchase  of  goods  and  materials  abroad 
is  hampered  by  war  conditions. 

Saving,  instead  of  buying,  would  be  another  way 
to  avoid  excessive  price  increases.  A  first  step  in 
this  direction  was  taken  recently,  when  the  Mexi¬ 
can  bank  of  issue  was  authorized  in  April  1943  to 


sell  gold  freely  to  the  public,  thus  diverting  at  least 
part  of  the  money  in  circulation  into  gold  hoard¬ 
ing,  for  Mexico  is  rich  in  precious  metals  and  poor 
in  goods.  There  seems  to  be  little  practical  possi¬ 
bility,  however,  of  going  further  in  the  way  of 
savings — voluntary  or  compulsory.  Rationing  of 
consumer  goods  would  also  help  retard  the  pace  of 
inflation,  but  would  hardly  suffice  in  itself  to  put 
a  brake  on  ascending  prices.  With  the  already  very 
low  consumption  level  of  the  bulk  of  the  Mexican 
population,  rationing  would  affect  only  the  small 
fraction  of  well-to-do  people,  and  thus  compensate 
to  but  a  small  degree  for  the  continuous  increase  in 
available  currency. 

There  remains  a  last  and,  theoretically  at  least, 
most  efficient  weapon  against  inflation:  price  con¬ 
trol.  This  measure,  among  others,  is  now  being 
Tied.  Rents  were  frozen  by  Presidential  decree  on 
July  12,  1942.  Maximum  prices  for  a  large  number 
of  essential  products  have  been  fixed,  and  the  gov¬ 
ernment  has  even  taken  a  hand  in  the  distribution 
of  staple  foods.  So  far,  however,  results  have  not 
been  promising.  In  a  number  of  instances  maxi¬ 
mum  prices  have  had  to  be  raised  lest  goods  dis¬ 
appear  from  the  market.  Not  until  widespread 
Federal  controls  over  local  conditions  are  made  ef¬ 
fective — a  goal  Mexico  has  not  yet  completely 
attained — could  such  a  measure  bring  tangible 
results. 

Mexico’s  present  economic  difficulties  are  tem¬ 
porary.  Most  of  them  will  disappear  almost  im¬ 
mediately  once  the  United  States  resumes  the  ex- 
{X)rt  of  civilian  goods.  In  the  meantime,  serious 
problems  have  arisen,  which  can  be  solved  only 
with  the  cooperation  of  this  country.  The  immedi¬ 
ate  future  of  Mexico’s  economy  thus  depends  large¬ 
ly  on  its  powerful  neighbor  to  the  north.  Its  long- 
range  future,  however,  is  in  the  hands  of  the 
Mexicans  themselves.  They  alone  will  be  called  on 
to  decide  whether,  after  the  war,  their  land  is  to 
become  an  industrialized  country — and  at  what 
speed — or  remain  an  essentially  agrarian  and  min¬ 
ing  community. 


Mexico’s  Military  Organization 

By  Ona  K.  D.  Ringwood  and  Ernest  S.  Hediger 


Throughout  this  war  Mexico  has  stood  firmly  for 
all-American  military  cooperation.  Nearly  a  year 
before  the  Japanese  attack  on  Pearl  Harbor,  its 
government  officially  announced  that  it  would  re¬ 
gard  an  aggression  against  any  of  the  American 
nations  as  an  aggression  against  Mexico  itself.  This 
declaration  was  soon  followed  by  conclusion  of  an 
agreement  with  the  United  States  on  the  reciprocal 
use  of  air  bases  and,  on  January  12,  1942,  by  the 
setting  up  of  a  United  States-Mexican  Joint  De¬ 
fense  Commission  providing  for  complete  military 
collaboration  in  the  mutual  defense  of  Mexico’s 
land  and  sea  coast.  Under  the  existing  arrange¬ 
ments,  United  States  planes  can  fly  over  Mexico 
and  land  at  Mexican  airports — a  privilege  of  great 
importance  in  the  ferrying  of  planes  to  the  Panama 
Canal  and  United  States  defense  bases  in  South 
America;  United  States  warships  can  use  Mexican 
territorial  waters  and  naval  bases;  and  United  States 
troops  can  cross  Mexican  territory.  At  the  end  of 
May  1942,  in  answer  to  the  torpedoing  of  Mexican 
oil  tankers  by  German  submarines,  Mexico  de¬ 
clared  war  on  the  Axis,  thus  becoming  a  military 
ally  of  the  United  States. 

MEXICAN  ARMY  IN  TRANSFORMATION. 
With  its  entry  into  the  war,  Mexico  decided  to 
modernize  its  professional  armed  forces  of  some 
70,000  men  and  gradually  to  introduce  general  con¬ 
scription.  In  a  country  which  has  no  factories  or 
machinery  for  large-scale  production  of  weapons 
to  equip  an  army  along  modern  lines,  such  a  task 
cannot  be  achieved  overnight.  Lack  of  modern 
military  equipment  will  prevent  for  some  time  the 
building  up  of  a  large  Mexican  army.  On  April  5, 
1943  Mexico’s  Minister  of  Defense,  former  Presi¬ 
dent  Lazaro  Cardenas,  declared  that  the  country 
had  set  itself  “a  deeply  thought  out  program  for 
the  reorganization  of  its  army  from  all  aspects,” 
but  that  “this  program — under  the  most  optimistic 
judgment — will  take  us  five  years.”* 

Modern  equipment  for  the  new  Mexican  army 
must  necessarily  come  from  its  industrially  power¬ 
ful  allies.  Thus,  Mexico  signed  on  March  27,  1942 
a  lend-lease  treaty  with  the  United  States,  renewed 
and  amplified  on  March  18,  1943,  providing  for  the 
progressive  equipment  of  between  1,000,000  and 
1,500,000  men.  So  far,  only  a  relatively  small  part  of 
this  equipment  has  actually  reached  Mexico,  al¬ 
though  advanced  training  planes  have  been  re¬ 
ceived  by  the  Mexican  air  forces  and  are  already 
used  for  submarine  patrols  in  the  Gulf  of  Mexico 
as  well  as  for  training.  Moreover,  a  number  of 
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Mexican  flyers  are  being  trained  at  United  States 
Army  air  schools. 

TOWARD  A  PEOPLE’S  ARMY.  Mexico’s 
present  military  goal  is  to  create  a  reserve  army  (rf 
2,000,000  trained  men.  To  establish  the  necessary 
legal  and  administrative  basis.  President  Manud 
Avila  Camacho  signed  on  August  ii,  1942  a  gen¬ 
eral  decree  relating  to  the  organization  of  the 
civilian  population  for  war.  This  basic  decree  estab¬ 
lishes  compulsory  military  instruction  for  all  able- 
bodied  men  and  youth;  protection  of  the  civilian 
population  from  war  casualties;  a  campaign  of 
propaganda  in  favor  of  the  democratic  cause  and 
national  unity  to  combat  counterpropaganda  by  the 
totalitarian  powers;  the  close  watch  and  investiga¬ 
tion  of  fifth  columnists;  and,  finally,  statistical  and 
economic  control  to  increase  national  production, 
regulate  the  distribution  of  articles  of  prime  neces¬ 
sity,  and  solve  labor  problems  provoked  by  war 
conditions.^ 

This  decree  has  ushered  in  a  period  of  intense 
activity,  aiming  at  a  new  and  extensive  develop¬ 
ment  of  Mexico’s  military  power.  The  country’s 
existing  armed  forces  are  being  reorganized  and, 
gradually,  equipped  with  modern  weapons  in  ac¬ 
cordance  with  plans  for  joint  military  defenseHj 
of  the  Americas,  while  an  estimated  1,000,000  menll 
of  military  age  all  over  the  country  are  receiving*  I 
part-time  military  instruction.  The  great  majority,!  I 
however,  have  not  actually  been  mustered  into  the!  I 
army,  for  lack  of  equipment  and  accommodations!  I 
but  have  volunteered  for  service  and  are  receiving!  I 
military  instruction  and  training,  outside  workinMj 
hours,  under  the  supervision  of  army  officers.  II 

In  principle,  the  new  law  introduces  compulsory! I 
military  service  for  all  men  from  18  to  4!  I 
years  of  age.  As  a  first  step  toward  the  gradual!! 
organization  of  general  conscription,  it  has  becoW 
decided  to  call  to  the  colors  all  i8-year-old  youthsBl 
According  to  army  calculations,  their  number  ill 
around  200,000  but,  so  long  as  equipment  andll 
weapons  are  not  available  in  sufficient  quantides!! 
Mexico  can  induct  but  a  small  part  of  this  number! I 
Some  5,000  youths  were  called  early  in  1943,  anH 
another  5,000  will  be  called  in  July.  The  conscript!  I 
are  chosen  by  the  drawing  of  lots.^  Civilian  defcns!| 
committees  were  also  established  all  over  the  coufl!! 
try  under  a  central  Civil  Defense  Board  in  Mexic!l 
City,  and  women’s  committees  for  civilian  defens!  I 
have  been  set  up  to  give  special  courses  in  nursing*  I 
first  aid  and  other  activities  relating  to  war. 
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